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KEY ECONOMIC INDICATORS: HONG KONG 
(In millions of U.S. dollars unless noted) 


1989 1990 1992 (PROJ.)1/) 

DOMESTIC ECONOMY: 

Population (Mil.) 5.7 5.8 i 5.8 

Pop. Growth (%) 1.3 0.8 ‘ 1.0 

GDP (curr. dols.) 63,994 71,364 95,523 

Per Capita GDP 11,254 12,510 16,420 

GDP in Local Currency (1980=100; % change) 2.8 3.0 s 6.0 

Consumer Prices (% change) 10.1 9.8 A 10.0 


PRODUCTION/EMPLOYMENT: 
Labor Force (1,000s) 2,796 2,868 
Unemployment (avg. % for year) 1.4 
Industrial Production (local currency base 

1986=100; % change) 0.8 
Govt. Oper. Surplus/Deficit 

as percentage of GDP 2.2 


BALANCE OF PAYMENTS: 

Exports (F.O.B.)2/ 117,283 
Imports (C.LF.) 119,288 
Trade Balance -2,005 
Foreign Direct Mfg. Investment (new) ; N/A N/A 
External Public Debt 0 

Debt-service paid 0 

Debt-service owed 0 

Debt-service ratio -- 

FOREX Reserves (year end) 30,300 

Average Exchange Rate for Year (X=US$1.00) 7.771 

Tourist Arrivals (1,000s) 6,032 

Total Visitor Expenditures 4,929 


FOREIGN MANUFACTURING INVESTMENT: 

Total (cumulative year end).... N/A 
U.S. (cumulative year end)... N/A 
U.S. share (%) N/A 


U.S.- HONG KONG TRADE: 

U.S. exports (F.AS.) 7,571 

US. imports (C.I.F.) 8,090 

Trade balance -519 

U.S. share of HK’s domestic exports (%) 32 27 26 
U.S. share of HK’simports (%) 8 8 8 
U.S. bilateral aid (Eco./Military) 0 0 0 


Principal U.S. exports (1991): Electrical machinery, resins and plastic materials, transport equipment, office machines an 
tobacco manufactures 


Principal U.S. imports (1991): Garments, electronics, office machines, photographic apparatus and electrical machinery 


SOURCES: Hong Kong Government Census and Statistics Department 
1/ Consulate Projection; 2/ Includes Re-exports 


NOTE: N/Ais Not Available 
Some figures may differ from previous years’, as revised by HKG. 





SUMMARY 


Hong Kong’s economy rebounded smartly in 1991, growing by nearly 4 percent in 
real terms -- a full percentage point over the 1990 rate. Gross domestic product 
should increase by 6 percent in with real terms in 1992, compared 1991. Reexports, 
which reflect Hong Kong’s status as a gateway to the booming south China economy, 
increased by 29 percent. Container tonnage moved by Hong Kong's efficiently and 
privately run port grew a healthy 21 percent in 1991. Unemployment stayed at about 
2 percent. Investors drove the stock market to new highs in 1991 and the first half of 
1992. A few ominous clouds on the horizon could spoil this otherwise bright picture: 
inflation, which is averaging in low double digits, and the possibility of U.S. trade 
sanctions against China over market access and human rights, which would harm 
Hong Kong’s entrepot trade. 


Hong Kong’s prosperous economy offers U.S. exporters, investors, and contractors 
fine opportunities. Equipment for the airport project leads the list. Other strong sales 
prospects include computers and office equipment, foodstuffs, plastic raw materials, 
industrial packing machinery, medical and pollution control equipment. Sales of 
equipment and investment in state-of-the-art telecommunications services will also 
create ample opportunities for U.S. businesses. 


PART A -- CURRENT ECONOMIC SITUATION 


The Hong Kong economy sustained its robust growth in the first half of 1992, building 


on the strong performance of 1991. The economy (as measured by gross domestic 
product) grew by 4 percent in real terms in 1991 and is projected to expand by 

6 percent in 1992. Construction spending, both private and public, as well as rapid 
growth of re-exports and services sparked the impressive performance. Investor 
confidence sent the stock market to record highs in the first half of 1992. Housing 
prices remained buoyant. Inflation in 1992, while down from nearly a fourteen 

14 percent annual rate in February 1991, still was a problem, averaging just below 

10 percent in the first half of 1992. Hong Kong’s massive replacement airport project 
picked up steam with the award of several key construction contracts in early 1992. 
Although Beijing signed an accord with the United Kingdom to back Hong Kong’s new 
airport in 1991, the parties must agree on the details of project financing during 1992. 


FOREIGN TRADE 
Reexports and exports 


Reexports have supplanted domestic exports as the main engine of growth in Hong 
Kong’s overall foreign trade and economic performance. Goods shipped via Hong 
Kong onward to other destinations without undergoing substantial change in Hong 
Kong are classified as reexports. Spiraling wages and land costs as well as labor 
shortages have driven a large part of Hong Kong’s textile, watch, consumer 
electronics and audio goods export manufacturing into neighboring Guangdong 
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province in southern China, where labor and land, in comparison, are far more 
abundant and cheaper. About 43 percent of reexports consist either of goods made 


in China and shipped abroad via Hong Kong or goods imported into China from 
abroad via Hong Kong. 


Reexports rose by an annual 29 percent in 1991 and jumped by 34 percent in the first 
quarter of 1992 compared the same period with in 1991. In sharp contrast, domestic 
exports grew less than 1 percent in the first quarter of 1992 compared the same 
quarter in 1991. The United States is the second largest destination for Hong Kong’s 
finished goods reexports. Showing the shift even more dramatically, domestic exports 
grew threefold from 1980 to 1990, while during the same decade reexports soared a 
whopping 18 times. 


Imports and Retained Imports: Total imports grew by 21 percent with in 1991 
compared with 1990. China, Hong Kong’s chief supplier, accounted for about 

38 percent of total imports. Other key sources included Japan, Taiwan, and the 
United States. Raw materials and semimanufactures account for about 38 percent of 
all imports, manufactured consumer goods almost 40 percent, capital goods 

16 percent, foodstuffs and fuels 6 percent. Total imports grew by 22 percent in the 
first quarter of 1992 compared with the same period in 1991. Goods imported into 
Hong Kong and used locally are classified as "retained imports." Reflecting a 
sustained domestic demand, retained imports rose by 7 percent to US $31.4 billion in 
1991 over 1990. Japan remained the largest source of Hong Kong’s retained imports. 


Threat to reexports lifted: One serious threat to Hong Kong’s burgeoning reexport 
trade was lifted in January 1992 when Washington and Beijing signed an accord to 
protect U.S. intellectual property rights in China. The accord removed an imminent 
threat to China’s exports -- and Hong Kong’s reexports -- to the United States. 
However, Hong Kong’s trade fallout worries have not ended yet. The annual battle for 
renewal of China’s most favored nation trading status and a dispute over U.S. market 
access to the mainland must still be resolved. 


MANUFACTURING 


As Hong Kong has returned to its earlier role of China entrepot, manufacturing has 
declined in relative importance. Manufacturing accounted for about 25 percent of 
GDP in 1980. By the end of the decade, it accounted for only 20 percent, and further 
declines are likely as manufacturers seek southern China’s lower wages and less 
expensive land and more available land. Textiles is still Hong Kong’s single most 
important export manufacturing industry. Hong Kong’s apparel exports grew by 

five percent to US$9.8 with billion in 1991 compared 1990. Although high wages have 
eroded export price competitiveness, Hong Kong domestic manufacturers are among 
the largest quota-holders to the United States and European Community. 


The biggest threat to the apparel makers’ health in the early 1990s lies in allegations 
by U.S. industry of massive illicit shipments of Chinese-made garments under Hong 
Kong quotas and labels to the United States. The fraud charges, if proven, would 
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result in a sharp reduction of Hong Kong’s quotas, if U.S. industry were to have its 
way. U.S. Government officials have publicly praised the Hong Kong Government’s 
efforts to control the transshipment problem, but are carefully continuing to probe the 
politically sensitive fraud allegations. 


Other key manufacturing industries include watches and clocks, toys, and consumer 
audio and video. Most of these Hong Kong-owned factories are now located in 
China. However, design, marketing, accounting, and other commercial operations still 
take place in Hong Kong. Thus Hong Kong-owned firms still occupy a globally 
prominent role in medium-priced watch and toy making. 


SERVICES 


Tourism: In 1980 services accounted for 75 percent of Hong Kong’s gross domestic 
product. By 1990 services accounted for about 80 percent. Perhaps none of Hong 
Kong’s services sectors is as prominent as tourism, which helps Hong Kong’s 
internationally famous restaurants and shops to thrive. The travel scare in early 1991 
related to the Persian Gulf War caused Hong Kong’s total visitor arrivals of 6 million to 
grow but a scant 1.7 percent in 1991 compared with the previous year. Visitor 
expenditures reached US $4.9 billion in 1991, up only 1 percent from 1990. Hotel 
room occupancy averaged a relatively healthy 75 percent, reflecting return by tourists 
in the second half of 1991. With several major international conferences and 
conventions booked for 1992, the industry is expected to rebound further. 


Shipping: Hong Kong with its large, sheltered deep-water harbor is one of the 


world’s leading maritime centers. Hong Kong was the world’s second busiest 
container port in 1991. Overall container throughput in Hong Kong grew 21 percent in 
volume in 1991 compared with 1990. South China reexports have provided the main 
impetus for the growth. Hong Kong also serves other booming East Asian economies 
as a connecting port. The government in 1991 announced major awards for 
expansion of the privately owned container terminal. These factors signal that Hong 
Kong’s shipping industry, including related businesses like freight forwarding, will 
enjoy continued robust growth through the mid-1990s. 


Banking: Hong Kong’s favorable regulatory environment, low taxes, and excellent 
telecommunications have spurred rapid growth of banking in Hong Kong. At the end 
of 1991, 163 full-license banks operated in Hong Kong and another 211 financial 
institutions took deposits. Total deposits rose by 12 percent in 1991 to 

US$176.7 billion, and loans outstanding grew by 25 percent to US $288.4 billion. 
Home mortgages led the increases until November when banks took a cue from the 
government and tightened lending to curb property speculation. A scheme to insure 
bank deposits for various amounts was under consideration in early 1992 in the wake 
of the collapse of the Hong Kong branch of the Bank of Credit and Commerce in 


1991. However, vigorous opposition by bankers makes adoption of a plan unlikely in 
1992. 
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Insurance: Hong Kong has some of the most liberal rules in the world for 
establishment of foreign insurance companies. Rising per capita income and an 
expanding middle class has spurred demand. The industry boasted 240 authorized 
companies at the end of 1991. Best business prospects for growth include life and 
medical insurance. In January 1992, the government appointed the British consortium 
Gilman Swire Willis Limited as consulting insurer of construction and completion risk 
for the territory’s multi-billion-dollar airport project. 


FINANCIAL AND FISCAL DEVELOPMENTS 


Exchange and Interest Rates: To bolster investor confidence, the government 
established a fixed link to the U.S. dollar in late 1983. Through the use of arbitrage 
and monetary tools, the government manages the exchange rate at about HK$7.80/ 
US$1.00. No foreign currency restrictions exist. The Hong Kong dollar is fully 
convertible. Hong Kong’s large inflow of foreign exchange from exports, services, and 
investments easily supports financing of imports and capital outflows. The fixed 
exchange rate policy forces Hong Kong to follow U.S. interest rates closely. As such, 
Hong Kong interest rates have dropped to between 2-3 percent for large deposits. 
The increased liquidity makes inflation control quite difficult. As such, the inflation rate 
will remain at or near 10 percent in the near future. 


Fiscal Measures: With an eye on inflation, the government has increased the 
business profits tax by 1 percentage point to 17.5 percent. It also modestly raised 
some consumption taxes on alcoholic beverages and cigarettes. This increase will 
enable the government to balance its budget in the fiscal year 1991-92 and run 
smaller projected deficits later in the decade, in spite of increased outlays for the 
airport project and social spending. Overall, government spending in Hong Kong is 
just below 20 percent of GDP. The highest individual tax rate is only 15 percent. 
There is no interest, capital gains, dividend or sales tax. 


Stock Market Performance: The bulls have reigned in Hong Kong’s stock market 
since July 1991 after Beijing agreed to support the new airport project. Buoyed by 
declining interest rates, investors have propelled the market to new highs almost 
constantly into June 1992. Foreign money has poured into the market to take 
advantage of the rising tide. 


PART B -- IMPLICATIONS FOR THE UNITED STATES 


Hong Kong is an attractive business partner for the United States. Hong Kong, trailing 
only Japan, enjoys the second highest per capita income in East Asia. Over 900 U.S. 
companies operate in Hong Kong. Neither tariffs nor bureaucratic obstacles exist to 
restrict imports or impede business investments. Even so, linking up with a local or 
overseas firm which has been in Hong Kong for a decade or more would be a 
prudent move for new-to-market U.S. firms. 





BEST SALES PROSPECTS 


Engineering and Contracting: Hong Kong’s massive new airport project provides 
many business opportunities for U.S. companies, especially in project management 
and supply of specialty equipment. Previous experience in airport construction work 
will contribute enormously toward a successful bid. A government-owned airport 
authority has full responsibility to construct and operate the facility. By mid-1992, U.S. 
companies had earned consulting contracts for airport project management and 
planning, but U.K. and U.K.-affiliated companies won the big ticket awards, including 
the design and building of the passenger terminal and construction of a huge 
suspension bridge to link the future airport site to main parts of Hong Kong. U.S. 
firms are actively competing for contracts to build and manage air cargo and aviation 
maintenance facilities. Firmly entrenched, locally incorporated monopolies, that 
dominate those services at the current airport are fighting to maintain their privileges, 
but the airport authorities have signaled a desire for multiple suppliers. 


Other opportunities include air catering, engineering and construction of the runway 
and apron, air traffic control/navigational aids, and people movers. Moreover, the 
government will extend contracts for US$ 3 billion for the construction of a series of 
bridges, tunnels, and highways to link the new airport to downtown Hong Kong, and 
for at least four new container terminals, linked to seaport improvements. 


Foods and Commodities: Hong Kong imports almost all of its food. Total annual 
worldwide imports of foodstuffs have exceeded US $5 billion in recent years. U.S. 
agricultural exports to Hong Kong reached US $771 million in 1991. A U.S. 
Government study on 75 foreign markets in early 1990 ranked Hong Kong fourth in 
potential for increased exports of agricultural goods over the next five years. Best 
export prospects include poultry, fruits, vegetables, beef, ginseng, eggs, tobacco, 
cotton, wheat, fur skins, wine, beer, and other high-value food products. U.S. 
companies will have to fight entrenched European suppliers of British-controlled food 
chains for shelf space. U.S. exporters have scored successes by selling products 
through Chinese-owned grocery chains and big Japanese-owned department stores. 
American-owned specialty outlets also provide U.S. food exporters another avenue of 
entry. 


Computer Equipment and Computer Software: The service industry will continue to 
rise in importance, and labor shortages will force even greater personnel efficiencies. 
Banks and other deposit-taking institutions, insurance companies, foreign exchange 
and money brokers, and stock and commodity brokers are prospective end-users of 
computer systems and data-processing equipment. Other important markets for U.S. 
suppliers of hardware and software include the numerous Hong Kong Government 
institutions and utility companies. 


Pollution-Control Projects and Equipment: Another high-potential sector for U.S. 
firms is pollution-control equipment and services -- everything from solid waste 
treatment to medical waste disposal. The market for equipment, including 
instrumentation, amounted to US $200 million in 1990 and is conservatively projected 
to grow 10-15 percent annually in the 1990s. Companies will have a chance to bid for 
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about US$1 billion of contracting and engineering projects (primarily 
build-operate-transfer landfills) during the same time period. U.S. firms are 
competitive. Four U.S. firms have qualified to tender for Hong Kong’s first "Mega 
Landfill" in late 1992. 


Medical Equipment: Because of limited domestic production, Hong Kong is a good 
market for U.S. manufacturers of hospital and physical therapy equipment. The 
current import market for such equipment amounts to over US $200 million. Best 
prospects for sales to Hong Kong, both for its own use and for reexport to China, 
include cardiology equipment, neurological equipment, ophthalmological equipment 
and instruments, renal equipment, products for pediatrics and obstetrics, rehabilitation 
physiotherapy aids, and high-technology monitoring, diagnostic and research 
equipment. Japanese companies are competing fiercely in the diagnostic instruments 
and electronics end of this market. 


Other Opportunities: Hong Kong-owned manufacturers will continue to demand 
plastic raw materials for the toy sector. Cranes, heavy- duty earthmovers, excavators, 
and other like machinery are needed to supply Hong Kong’s ubiquitous construction 
projects. Office equipment and supplies ranging from photocopiers to stationary are 
good prospects. 


Investment Opportunities: 


U.S. firms vie with Japan as the second largest source of foreign investment in Hong 
Kong. China is first. Total U.S. investment in Hong Kong today approaches 

US$8 billion. U.S. companies will enjoy excellent opportunities in the 
telecommunications sector. The Hong Kong government’s policy of opening wired 
domestic phone service to competition in 1995 will create prospects for private 
networks, data services, and many new innovative products the industry is currently 
developing. Mobile telephone services have been open to competition for several 
years and U.S. companies are actively competing. On the international side, basic 
long-distance is still in the hands of a monopoly, but U.S. companies under the terms 
of a bilateral accord can offer international value-added services like enhanced fax. 
The Hong Kong government has signaled in public remarks that foreign firms may 
soon be allowed to offer voice value-added services, too. 


Other investment opportunities include chain restaurants, especially fast-food outlets 
and family-style restaurants. American-style and ethnic-American menus have proved 
popular. There may be more room for tourism-related ventures such as hotels, 
although over-building in this sector could be become a threat. Retailing ventures, 
including department stores (mainly Japanese-owned), convenience stores, and even 
small grocery store chains have succeeded in the latter half of the 1980s. Although 
high land costs and rents provide an obstacle to easy entry, an innovative approach 


and skillful marketing could make this area lucrative to prospective American retail 
investors. 





